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This report is one of a series of Bureau of International 
Commerce publications focusing on foreign market op- 
portunities for U.S. suppliers. The series is made availa- 
ble by the Bureau's Office of International Marketing in 
cooperation with the U.S. Foreign Service-Department 
of State. Most reports are based on research conducted 
by overseas contractors under U.S. Foreign Service 
supervision or by economic and commercial officers of 
the Foreign Service or Department of Commerce. 


Some of the data in this series is reproduced in its 
original unevaluated form and the distribution of this 
document does not necessarily imply the concurrence 
of the Department of Commerce in the opinions or 
conclusions contained therein. 


As part of its marketing information program, OIM 
makes available to the U.S. business community, on a 
continuing basis, eight types of publications and re- 
ports. 


1. Global Market Surveys: \In-depth reports covering 20- 
30 of the best foreign markets for a single U.S. 
industry or a group of related industries. 


. Country Market Sectoral Surveys: |In-depth reports 
covering the most promising U.S. export opportuni- 
ties in a single foreign country. About 15 leading 
industrial sectors are usually included. 


. Producer Goods Research: |n-depth reports covering 
the best foreign sales opportunities for a single U.S. 
producer goods industry, or group of industries. 


. Consumer Goods Research: \In-depth reports cover- 
ing the best foreign sales opportunities for a single 
U.S. consumer goods industry, or group of indus- 
tries. 


. International Marketing Newsmemo: \nformation bul- 
letins received directly from the U.S. Foreign Service: 
reports prepared by U.S. businessmen or Department 
of Commerce officers; and usually distributed un- 
edited. They cover a wide variety of industries, prod- 
ucts, and countries. 


. Overseas Business Reports: Reports that include 
current and detailed marketing information on all of 
our leading trading partners. Most are revised an- 
nually. 

. Foreign Economic Trend Reports: Annyal or semian- 
nual reports prepared by the U.S. Foreign Service 
that cover, individually, almost every country in the 
world. 


. International Marketing Events: Brief market sum- 
maries in support of trade promotion events orga- 
nized by the Office of International Marketing. Also, 
detailed calendars of upcoming events. 


To supplement and up-date the marketing information 
available in this series, and for specific ordering infor- 
mation, we suggest that you telephone the nearest 
Department of Commerce District Office or the Country 
Marketing Manager responsible for the area or areas in 
which you are interested. A directory of these key 
people and offices is printed on the back cover. 





FINLAND 


SUMMARY 


Gradual reduction in the levels of inflation and 

of the foreign trade deficit have been accompanied 

by deterioration in the employment picture and very 
sluggish economic growth. The continuing weak foreign 
demand for Finnish goods and internal cost problems 
indicate a poor, although improving, export performance, 
and thus slow growth for 1977. 


Continuing political disagreements on economic policy 


leave the policy levers in the hands of the Bank of 
Finland, which is still relying on its strict monetary 
and capital import restrictions, despite a small deval- 
uation in response to the similar Swedish decision. 


No major changes in the structure of Finnish trade are 
anticipated, and the U. S. should continue to enjoy 
market opportunities in producer goods, particularly 
energy, labor and raw material-saving equipment. 
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KEY ECONOMIC INDICATORS: FINLAND 
All values in millions of US dollars, Rates of Exchange: Fmk 3.679=US$1.00 in 1975, 


unless otherwise stated. Dates in Fmk 3.864=US$1.00 in 1976, Fmk 3.81=US$1.00 
Parentheses are periods covered in 1977. approximate rate for Jan-Mar 1977. 


ESTIMATED 
PERCENT GROWTH 
ITEM 1975 1976 1977 CHANGE RATE 1977 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at current market prices (3/77) 26,793 28,802 7,383 22.9 
GDP at constant 1964 prices 10,595 10,116 N.A. N.A. 
Per capita GDP, current prices 
in US dollars (3/77) 5 ,687 6,093 1,560 
Machinery & equipment investment, 
current prices (calculated annually) 3,211 2,956 
Indices: 
Industrial production (1970=100) (2/77) 121 124 
Average labor productivity, percent 
increase (caluculated annually) 0.7 wow 
Average industrial wage, hourly 
for male, in US dollars 3.502/ 3.752/ 
Personal income (disposable income 
of private households) 15,803 16,141 
Employment (000's) (2/77) 2,221 2,154 
Average unemployment rate (%) (2/77) 22 4.0 


MONEY AND PRICES 
Money supply 2,569 2,399 
Public debt outstanding 840 1,053 
External debt (net) 5,421 6,413 
Interest rate-Bank of Finland (for 
discounts & rediscounts) (4/77) 9 1/4-/ 9 1/4 
Indices: 
Consumer price index (1972=100) (3/77) 152.5 174.4 
Wholesale price (1949=100) (3/77) 562 626 


BALANCE OF PAYMENTS AND TRADE 


Bank of Finland foreign exchange 
reserves (3/77) 383 339 323 20.0 N.A. 
Balance of current account -2,167 -1,139 N.A. N.A. -7508/ 
Balance of trade (3/77) -2,107 -1,049 +65 118.7 -5306/ 
Exports, FOB (3/77) 5,504 6,342 1,839 39.9 18 
U.S. share (%) (3/77) 3.2 2.8 4.9 1.52/ N.A. 
Imports, CIF (3/77) 7,611 7,391 1,774 6.8 10 
U.S. share (%) (3/77) 5.5 5.2 5.7 -0.8// N.A. 


1/Period covered in 1977 compared with the same period of 1976. Percentage changes are 
based on Finnmark values. 

2/Excluding compensations for holidays falling on work week. 

3/Estimated employment. 

4/Estimated rate. 

5/Official discount rate of the Bank of Finland (basic rate applied for discounts and 
rediscounts of commercial banks) was raised to 9 1/4 percent on July 1, 1973. 


6/Estimated deficit (at after-devaluation rate of about Fmk 4.0=US$1.00) 
7/Difference in percentage points over same period of 1976. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Over the last two years Finland has experienced a virtual 
marking of time in economic activity. In 1976 real GDP grew 
only 0.5 percent after no growth in 1975. Forecasts have 
consistently underestimated the duration of the recession. 
Demand for Finnish exports has revived only mildly and the 
dampening of investment and construction in the light of 
current business conditions is reinforced by tight monetary 
policy. Economic growth for 1977 in Sweden and in the United 
Kingdom, which together absorb about half of Finland's exports 
to OECD countries, is projected to be lower than the OECD 
average. Markets for the wood products industry, Finland's 
largest, show only slight improvement and inventories of 
finished products remain high. Moreover, the high production 
cost structure makes it difficult to respond to North American 
and Swedish competitors' price-cutting to move inventories and 
maintain production. In the shipbuilding and other metalworking 
industries orders are falling off. Strong export-led recovery 
in Finland during 1977 is not a real possibility. 


First quarter figures indicate a 3 percent annual growth of 
domestic product over the exceptionally low level of the first 
quarter of 1976, but strikes will reduce second quarter levels. 
Growth of not more than 2 percent, and probably less, can 
reasonably be predicted for 1977 as a whole, despite more 
optimistic official forecasts. 


Prices 


Finland's inflation over the past three years, 17, 18 and 12.5 
percent, has far exceeded the OECD average, and it is the 
country's fundamental economic problem. The Bank of Finland's 
efforts to restrain inflation have had some effect, at signifi- 
cant cost to domestic economic activity. Preliminary estimates 
of 12 percent inflation in 1977 assumed a more spartan wage 
settlement than now appears likely. Morover, the 5.7 percent 
devaluation of April 4 will add an estimated 1.6 percent to the 
consumer index. With the pattern of two-year labor agreements 
now being negotiated incorporating increases running at about 

7 percent in 1977 and 9 percent in 1978, the economic authorities 
will be hard pressed to meet their inflation target, which is to 
hold the Finnish rate below the OECD average. While the 1977 
budget is substantially less inflationary than previous budgets, 
one supplemental budgetary request has already been introduced 
and others may follow. 
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An important variable in economic projections is the competitive 
position of Finnish industry after three years of high inflation. 
Continuation of inflation above rates prevalent among Western 
trading partners must severely handicap Finnish exporters when 
demand revives. 


Wages and Employment 


In 1976 growth of wages exceeded inflation by 2.5 percent, but 
higher tax rates, reduction in overtime and rising unemployment 
led to an approximately 4 percent decline in the aggregate real 
income of households. 


With corporate income declining even more precipitously, wage 
negotiations for 1977, begun in December 1976, have been diffi- 
cult, drawn out, and punctuated by several strikes. A general 
settlement could not be attained, and at the beginning of May 
agreements have not yet been reached with a number of unions. 
The state income policy officer proposed guidelines for individ- 
ual union agreements that, factoring in "wage drift", would 
produce an average wage increase of 7 percent in 1977 and 

9 percent next year. This would be less than the probable rate 
of inflation in 1977, and would hopefully not exceed it in 1978. 
The small size of the devaluation and participation by labor 
leadership in the decision-making process leading to devaluation 
helped avoid triggering demands by labor for additional compen- 
Sation. However, most labor contracts being signed or soon to 
be signed include a renegotiation provision in the event of a 
major devaluation. Settlement of most remaining contracts along 
the lines of the income policy officer's proposal is expected 
during May. 


Unemployment in early April reached a historic high of 157,000 
workers, 6.9 percent of the work force. While part of this 
figure reflects strike-caused layoffs, and some of the other 
unemployed are laid off only for short, defined periods of 
time, the burden on the state budget and on the social fabric 
is significant. The anticipated growth of production in 1977 
will still leave high levels of unemployment, probably well in 
excess of 4 percent throughout the year. With the Finnish 
metal industry facing worse-than-average conditions, the 
spectre of emigration of skilled labor to Sweden could rapidly 
reappear if recovery in Sweden gains momentum. 


Balance of Payments/Foreign Borrowing 


Finland ran a trade deficit in 1976 of Fmk 4.06 billion, barely 
half the Fmk 7.7 billion deficit for 1975. Despite a surplus 
on invisibles in the neighborhood of Fmk 1.5 billion, there was 
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a Fmk 4.4 billion current deficit (Fmk 7.9 billion in 1975) 
because of the growing burden--Fmk 2.0 billion in 1976 and 
Fmk 2.5 billion in 1977--of net payments on foreign debt. 
Finland's net foreign indebtedness stood at Fmk 24.8 billion 
at the end of 1976, about 22.5 percent of gross domestic 
product. Two-thirds of this debt has arisen since the 
beginning of the oil crisis in 1974. It was foreign borrow-: 
ing which funded a net increase in real incomes in 1975 in 
the face of a decline in real GDP. Foreign borrowing has 
also played a part in the growth in recent years of Finland's 
money supply, fueling inflation. The Bank of Finland's 
vigorous monetary policy and controls on borrowing affected 
imports, which rose only 2 percent in current value terms 
from 1975 to 1976 while exports rose 21 percent. A trade 
surplus was recorded in the first quarter of 1977, but a 
current account deficit in the Fmk 3 billion range is likely 
for 1977 as a whole. Prospects for further reducing imports 
are very limited, and slow recovery in western European 
markets, particularly the slower than expected growth in 
demand (and prices) for paper and pulp, has caused downward 
revision of forecasts for export growth. The Bank of Finland 
can manage a deficit of this magnitude without strain. 


Governmental Economic Policy Formation 


While it is mainly continued recession in overseas markets 

that is impeding cyclical recovery, there is widespread 
agreement among government officials, politicians, bankers 

and businessmen that domestic steps must be taken to deal with 
inflation and assure equilibrium once overseas markets recover. 
The political center and right maintain that inflation has been 
propelled by high wage settlements, coupled with rapidly rising 
employer contributions for state social programs, by low 
productivity gains, and by growth in the public sector. How 
the leading economic/political questions, incomes policy, tax 
changes, government spending, and monetary policy,. are treated 
will determine whether momentum toward equilibrium can be 
restored. Longer-term prospects for maintaining equilibrium 
depend on replacement of the present minority government by a 
majority coalition reflecting broad agreement on policy approaches 
to the leading economic questions. When the conditions for 
formation of such a coalition will be at hand is unclear. At 
best economic recovery will be slow and residual effects will 
be felt for several years. 





Monetary Policy 


Throughout the recessionary period the burden of economic 
management has fallen on the semi-autonomous Bank of Finland. 
Monetary policy is now as restrictive as at any time in recent 
history. The Bank of Finland reduced limits for borrowing by 
commercial banks without interest penalties from Fmk 2.8 
billion a year ago to Fmk 2.1 billion in January 1977, and 
again to 1.9 billion at the time of the devaluation in April. 
These reductions have had a direct and immediate impact on 

the volume of outstanding commercial bank loans. The tight 
policy of the Bank of Finland is not only severely curtailing 
construction and investment but it is also making it difficult 
for firms to obtain working capital. Nevertheless, this 
policy is widely accepted by government and business leaders, 
who generally consider a policy of austerity by the Bank of 
Finland over an extended period less distressing than the 
alternative of a substantial devaluation, with its attendant 
economic and political stresses. 


Exchange Rate Policy 


Despite high inflation and growing foreign indebtedness, the 
Bank of Finland minimized fluctuation in the external value 

of the Finnmark throughout 1974-76. It established a mechanism 
whereby the value of the Finnmark was maintained against a 
basket of about 15 currencies weighted according to importance 
in both trade and payments. The devaluation of the Swedish Krona 
within the European currency snake on April 2, 1977 forced the 
Finns to follow suit, with a 5.7 percent average devaluation 
against their basket of currencies largely to protect their 
competitive position in bilateral Finnish-Swedish trade and in 
third-market competition with Sweden. This limited action 
neither constituted an abandonment of the Bank's long-standing 
policy of pursuing stabilization of Finnish inflation at a 

level below the western European average rather than undertaking 
a major devaluation of the clearly overvalued Finnmark, nor did 
it defuse the general concern that the Bank's goal will 
eventually prove unattainable. There is little pressure at 
present for a major devaluation, since most experts believe 

this would not effectively stimulate exports in view of the 
currently unfavorable conditions in Finland's major markets. 


Trade Policy 


The import deposit program, introduced in March 1975, was 
terminated on December 31, 1976; monthly repayments of deposits 
will continue until June 1977. The Bank of Finland further 
reduced commercial bank credit quotas to absorb part 





= 


of the resulting liquidity. In addition, on March 1, 1977, 

the "cash payment list" (established in 1973) of products for 
which full payment must be effected or the equivalent amount 
deposited with the Bank of Finland prior to clearance of 
customs was expanded to cover approximately one-third, by 
value, of imports, compared to 18 percent previously. For 

the first time, some raw materials and producer goods were 
added to the list. This in effect reduces the use of 
previously unregulated short-term supplier credits to finance 
imports and inventories of imported products. In December 
1976, adjustments were made in the inflation guarantee program 
(K guarantees) so important to the metal industry. The thres- 
hold of inflation necessary to trigger compensation was lowered 
from 11 percent to 8 percent, and the method of calculation 

of the relevant indices revised, in order to preserve some 
compensation in the event that levels of inflation subside more 
Slowly and remain higher in Finland than in competing countries. 
State expenditures under this program currently much larger 
than payments into it are expected to decline rapidly after 
contracts are settled that were written in 1973-74, the years 
of unexpectedly large inflation prior to an increase in the 
threshold. In bilateral trade relations, the agreement on 
mutual reductions of trade barriers signed in September 1976 
with Poland remains unratified by Finland due to Finnish 
dissatisfaction with the state of trade relations, particularly 
the large imbalance in Poland's favor, which Finland must settle 
annually in dollars. Signature of an unprecedented long-term 
(to 1990) agreement on trade and economic cooperation with the 
USSR is expected in the later part of May. This will provide 
an umbrella of continuity for the current pattern of five year 
agreements and annual protocols, but probably will not in itself 
create significant growth in trade. 


Trade Patterns 


The Western recession, and the increased price of oil from the 
USSR (and elsewhere) generated an increase in Finnish-Soviet 
trade in 1974-76, making the USSR Finland's largest trading 
partner. Reflecting the low level of Finland's trade with other 
CEMA countries, total Finnish trade with the CEMA grouping has 
remained smaller than finnish trade with the EC and with EFTA 
which still acount for over 60 percent of Finland's trade. Trade 
with OPEC members increased to 4 percent of the total, reflecting 
Finnish purchases of oil and sales of construction services and 
related equipment. 


Although demand for wood products, particularly paper and pulp, 
is reviving more slowly than anticipated in Finnish forecasts, 
and price levels remain low, this industry should increase its 
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share of export receipts, possibly regaining the 50 percent 
level. On the other hand, the metal industry faces serious 
marketing difficulties in the next few years, reflecting its 
own high cost levels, as well as increasing competition from 
the surplus-capacity industries of western Europe. The Soviet 
market will continue to grow in significance to the metal 
industry, with ships, including icebreakers, and marine oil- 
drilling platforms, as major products. Another market of 
increasing interest to Finland is South America, 


IMPLICATIONS FOR THE UNITED STATES 


The United States remains Finland's fifth largest trading 
partner with a 5.2 percent share of the Finnish market in 
1976. Agricultural products, high technology items, aircraft, 
and chemicals and plastics are the primary imports. Finland 
faces a chronic shortage of skilled labor, and high cost 
levels, so producer goods which enhance efficiency, particularly 
in the use of raw materials and energy, are of interest. Good 
long-term opportunities exist in industrial process control 
equipment, numerically controlled machinery for metalworking, 
pollution control equipment, particularly for air pollution, 
and scientific and medical instruments. 


Available by subscription from the Superintendent of Documents, GPO. Washi 
. , Washington, D.C. 20402. 
additional. Single copies, 50 cents, available . ae 


cum subscription, $37.50. Foreign mailing, $9.40 
from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. = 
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